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As you know, under social security each quarts the employer has 
to send in a report for evoy ^ngle employee; he has 4o ^ve the total 
^ages for that employee dwing that quarter, aiid the amount of tax 
that is deducted from his wage* 

Under our proposed plin me only kind of report he would have td 
give in each quarter would be for aU his employees put togetlidr. He 
would not^have to put it down for each employee separatdy. He 
would have to show the total amount of wages paid, the total amount 
of taxes withheld. * ^ 

That quarterly report is essentially a transmission document for 
the monev he remits. He would have to give a separate report for 
oach employee only at the end of the year, once a year. So tha^the 
quarterly return he has to make is much simpler than under the social- 
security system, and for tliat reason I think that you would ha^ a 
good deal less delinquency. 

Senator Gerry. Would have have to swear to the annual report of 
each employee, or did you take that out? 

Mr. Friedman He just has to swear to the covering document. 

Senator Gerry. Just one document? 

Mr. Friedman. That is right. The reason I emphasize that is^ 
because I know one of the reasons you have a good many delinquent 
returns under social security is because it is quite a nuisance to pre- 
pare those statements for each individual employee. Many times 
the employer will just wait fof the collector to come around and prepare 
it for him. : ' 

You will not have that problem quarterly with this system, because 
all they have^to do is put down the total amount of money they have 
paid out and the total amount of money they have deducted. So, 
on that score, I think delinquencies would be less under this scheme 
than they would be under the social-security plan» 

One more point might be made about this problem of Federal, 
State, and local government agencies. 

We interviewed some of the specific office in New York, the board 
of transportation, for example, and in other cities, and aim -One of 
ouiumen in Chicago talked to an association there, the name of which 
I have foigotten lor the moment, but it is an association of municipal 
and local governments, and the people who run that association were 
most cooperative. • . 

They said immediately this bill became law they would start to 
prepare material for localiGes and municipalities that were their 
members, 'telling them exlu^tly how to go about handling the with- 
holding retumS; and givii^ t^em^ a great deal of information and 
help, and these people thought that tliere would be no problem at 
all but there would be cooperation from tiieir members. 

That applies to the cities and municipalities. We, of course, did 
not tover the States. 

One more point on that subject that is worth going into is on this 
table that is at the bottom of Mr. PaulVsti^tement. It gives at the 
top the number of people who would be subject to withholding. You 
will notice in the last column, at the top, there is a total of 27,000,000 
people who would be subject to the withholding tax, that is, people 
who would have money withheld from their salaries. 

Of those 27,000,000 people, only three and one-half million are 
Federal employees and State and local employees. So that, while 
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the}^ is a very real problem there,, it relates to a relatively small •P&i't 
of the total that this system would cover. Some 23,500,000 ^ployees 
are now covered by the social security, or the railroad retirement plan, 
and they are the^bi^* bulfe.' - 

Now, to go on with the admmifetrative problem, what I would like . 
to do, if I may, is not to desmbe in great detail every step in the 
procedb, but, rather, to indicate the points a£ iKdiifihwhat the people 
are required to do under withholding^ replaces whatx^HV are now re- 
quired to do. * >J 

1 think one factor that gives rise to some misunderst^din^ is that 
the witMiolding is interpretecl as entirely new and compJfteW^ 
tion to what people are now doing. It is not that at aU, s.That holds 
true even for industry. ' ■ ' , 

Much of what is required under withholding replaces what they 

now'do, " /> , p 

The first step under withholding is for the employer to find out from 
his. employees whether they are single or married and how > any 
dependents tibiey have; and we have provided a form for that. Now, 
a good part of that the employer must now do, because when he files 
the information return, the forms 1099, showing the total wages he has 
paid to an employee, h^ is required to indicate on that wiiether the 
OTiployee is single or married. He does not have to indicate the num- 
bfer of dependents, but he does have to fill out whether he is sju^e or 

married. ' i / i 

A grent many concerns now make it standard practice, b^ore they 
file their information returns, to get in contact with each of their 
employees and to have the employees indicate on the ttatement what 
their present addresses are, and whether they are singly or married, 

1 know the A. T. & T,, for example, in most of their -principal 
branches, do that. Mr. Gretz has said they do. Now, you see, insofar 
as they do that, what they are required to do under this plan replaces 
what they are required to do already, it <loes not add to it. It merel;^ 
means that the employee has to fill out a bit mp^c infbnnatiou, but the 
employer has nothing more to do. He distributes these forms to the 
employees for the employees to fill out, just as he does now. 

So that first subject of getting the infonnation on the marital status 
is not completely new. A large part of it duplicates what he now 
does. The new part is what comes bi between figuring out for each 
emplovee tlie amount to be withheld, subtracting that from his wage 
or salary and remitting- that amount to* the collector every quarter. 

Senator Danaher. Before you go on any further, it is a factj is it 
not, that under the proposed airiended withholding plan, the informa- 
tion return, as it now exists, would be don<5 awav with anyhow? 

Mr. Friedman. Absolut<>ly. It would be replaced. 

Senator Clark, r So it is substituting one fo^m for anothett 
' Mr. Friedman. That is ri^t. They are gomg to come to that at 
the end of the year. In the middle of the year, or during the yew when, 
* he is^actually withholding the tax and tumir^ that oyer to the Federal 
Government, that is new, that is additional, but it is not a new process 
for him, it is identicallv what he does now under the social security, 
' " The only difference between that ^d social security is that he has: 
a sUghtly different method of figuring th^ withholding. ^iMtead of 
multiplying the wage by 1 percent, as he now dbc«, or by 2 pei-caut as 
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you mil after January 1, 1943, he looks it up on a table, or he makes 
a computation. ^ > 

But Uie process of deducting it from the salaiy/or accimaulatii^ the 
amount so he knows how much he is taking from each employee and 
of paying it over*to the Government f dlows in every detail ttr^at He 
now does under social security. 

Now, we come to the end of the year. At the end of the year, he 
is required to send in a statement for caiJh employee with the amount 
of wages he has paid him during the jrear, and the amount of taxes he 
has deducted, and that statement is almost the same as the prt^ent 
information retmm. This would do away Entirely with the prwent 
information return, as Senator Danaher has remarked. . 

So, on the question of the amount of work, that is not an additional' 
work. The only rrepect in which it is additional is that he now has 
to file the information, return only for employeies, if single, who dam 
more than $600 a year, under the House ^ays and Means Cojpamittee 
bill, or for married people who earn more than $1,200, ; Under the 
withholding plan he would have to file such a return for all people 
from whom he withheld the tax, and that would be a *lM^er number 
of persons. 

So there is more work, because he has to do if fo • more people, but 
it is not entirely new or additional, for he saves all of his present work 
on information returns. 

Now, it mi^ht be worth noting one point there, that in our plan ks 
originally designed, you have a slightly different problem because we 
Miticipated that he would mter that amount of money wtd ih&t 
amount of tax on the same piece of paper on which he got the iiiforma^ 
tion from the employee at the beginning of the year about whether 
he was married, or single, and so on, fknd so forth. 

The Ford Motor Co., especially, when we talked to th^, objected 
to that procedure, becituse they said if they sent out 'these stips to the 
employees and for them to hand back, when thev <^une bade they . 
would be grimy, dirty, aiid they could not put them throuj^ their 
machines, so they a^ed could we not give them two forms, one form * 
at the beginning of the year to get the employee's status and another 
at the end of the year where they would fill out the ii^ormation return 
just exactly as they do now. 

So we modified that proo^ to make it. possible. 

Senator Danahek. Tfee employer to ret-ain the employee's state- 
ment and not send it in to usT - , 

Mr. Friedman. That is ri^t, but he would be required to retain it 
in his file so there would be a dij^ed, certified jstatement, and if any 
question comes up w:e could go to the employer to get it. 

A small employer would not want to do that, he: would want to do 
what we first proposed. It would be simpler for himJ But for the 
lafge empJoyer it means he would get that file^ratared on his records 
and then forget about the ffle. I know the Ford people said that ; 
that would gready simplify their task. v 

It is a very minor change, but it illustrates the type of chaise w:e 
have tried to make in response to the very praetic^ problems such 
epiployers raised and that we had not foreseen^ 

That about completes the job for. the employer. The withholding 
tax replace the <ud infortnation at source The ^a^^rttqn^ 

problem is ^actually taking the money out of each pay envelope and 
accumulating it and paying it* to the Government. . J- " 
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Hj i" quarterly return under tins plan is much simpler than the 
quarterly plan under the Social Security. I dotxot thixik there is one 
employer that we wmt to that did not say, "Now, for God's sake, 
don't make us give a report for each quarter for each employee." 

Senator Danahek. On your master return, let me call it, the annual 
return, will he show the actual number of days w<)rked, the period 
worked per employee? , 

Mr, Friedman. No. 

Senator Danahbr. That would still be a matter of his own records 
anyhow? 

Mr. Friedman, That is right. I am glad you raised 4hat question, 
Senator Danahcr, because one of the points that has aroused mis- 
understanding was the statement in the law that this return would 
show the period of employment covei^dd. 

All we have in mind by that would be, it would show whether the 
wages were for calendar year 1943 or for calendar year 1942. If the 
emplojrer dismissed the employee, or if the employee left on July 1, 
let us-'say, the return would show this was for the period of calendar 
year 1943 up to July 1, butit would not show the number of weeks he 
had worked, or the number of days he woiked. It would not have to 
show whether it was January, Inarch, and April, or whether it was 
January, February, and March. 

So, I am afraid some of the employers were misled by that statement 
in the law. 

Senator Gerry. Is not one of your difficulties where there is a large 
increase in the factory due to war work and it increased the number 
of employees for a certain length of time and then they let them go, 
or they have a great many transient employees? Is not that one of 
the big difficulties, like these big contractors have, say? 

Mr. Friedman. The employee who is employed, let us say, for 2 or 
3 months raises no more problem than the employee who is employed 
for the whole year. He is treated just like the other fellow. The em- 
ployer does not have to worry about where he goes to or where he came 
from. 

When the employee comes into the hiring office and is hired, the, 
personnel people- will get from him this slip showing what his status is. 
That will be entered on the pay-roll record, when mey make it out for 
him. 

Senator Gerry. Yes; but where you have transients like that, of 
course, you are bound to increase your bookkeeping, because every new 
man that comes in ^ou have to start with an original sUp. Where you 
have a steady business, which may be very big or may be very small, a 
business that runs on the same scale from year to year, I do not 
imag^ you have that problem. 

T^e social-security statement, fo^ example, must show exactly 
what you are going to put down, but it does not involve the detail 
of where you are starting out with a new type of work, a new develop- 
ment, and where you have a number of transient employees, if I may 
use that term. 

Mr. Friedman, Senator Gerry, the employer, in any event, now 
even without vdthholdii]^ at source gets a persoimj^l record for his 
filea from each employee he hires,, and in all cases he has to jset up on 
his books for Social Security^ if for no other reason, a separate account 
for the person. Now, he has to do that anyway, so that the only 
additional thing that tiiis involves is that he gets the employee at the 
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b^iiming to tell him if he ^ married, atid if w, hoir many dependents 
he liaii, and he enters that on this same employinent.]!ecora;t hie has 
to have anyway. 

The only addition is getting this information at the beginning, mid 
making this report at the en<L , , * 

Senator Gsrry, It does mean additional work, because you navei 
got many more people. 

Mr. FRi£0MAN« lliat is righ^ 

Senator Gerry. And, of c<ni«e, it enters into your Treasury 
difficulties, your Internal Revenue difficulties, because you have got 
the scattered reports comuig in from all over the country of these 
traiisitory employees. 

Mr. Friedman* You are certainly right , on that point. The 
problem of this movu^ about is more seridus from , the Bureau's 
int of view than it is from the employer's point of view. He does 
ve more rei>orts, but it is worth pomtmg out that much of the work ' 
for tliat additional report he has to do for the Social Securit^r any|Kay. 

One of the items on that report is the total amount of . wages^ that 
Uiis man earned during the period, and he has to get that anyway 
for Social Security. That is not additional work; ttie only addition 
is to add up the amount of taxes he has deducted. \ 

So far as the real transients are concerned, if I may use that tenn^ 
the waiters employed over, at the Raleigh Hotel at a banquet, that 
Avould.raise a very serious problem. To meet that' problem,, we have 
sui^i^sti'd here, as Mr. Paul indicated, that if an employer had hired 
an employee for k»ss than a wei'k and paid less than $11, he Woulcl 
not liave to fill out one of these forms. 

^'iiator Gkrry. Of course, you would get those cases, but those are 
mUch rarer castas. Wliat I am thinking of is >our la^e war work 
proposition, where you are bourhl to have a lot of transients, the sort 
of p<H>ple who only go to work until they get a certain amount of 
moUey and then they move qu, or for other reasons. You are boiind 
to have more of them. 

Mr. FuiKDMAX. We have one veiy. interesting company that w;e 
inteiviewe<l up in Canada on th%t line, if you are interested in it, and^ 
that is the «lohn English Co., that &re making the Bren machine guii;; 
Origijially, 2 or 3 years ago, they were nothing but a small factory 
enuiloyiiig two or tluree hundred eiiiployees, and the factory now has 
10,000 employees and is growing every day* 

We went through their fi^c^ arjrstera in great detail. They were 
kind enough to show us the ma^ohmes they were tising and the'actuid. 
fprihs timt tliey were using. They have built up from a few hundred 
to 10,000 in the course of just a'couple of years. The operations they 
. hnd to go thz*ough in perfoVming the collection-at-the-source funci^n^ 
were identical, the machme^operations were identical, with thdae that 
an AniericjGtn employer would have , to go through under that scheme. 
Now, as I say, Ve talked to them at great length, iutd thpy do-not 
sec»9i to be seriously troubled by . the particular problem you are: i 
raising. They had, of course, the problem of bikildii^ up th^ir system! 
so rapidly to meet such a- rapid ejqpiaAsion j^^ - 1 quite 

iygree ^ith yb\i thpt, similQr^, an America plant .that was expar^ii^ 
vvery rapidlv will have a problem angriiFayy.^^ additic«ial pioblepL 
raised by this^is not as serious as. it m^t at first aj^w: - ^ . ^ 

Senator Gerrt. I queistioh whether your. Canadian situa 
<x>mpfurable with ours. For exaniple,' Caiiada has b^n ift SiUici . wite 
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.lox^er« It id a very much smaller country. It is very much irasier 
to administer, as a general proposition, because you come into Ontario, 
and certain sections of the country where your xnanufacturii^ is, and 
I think that is rather a different problem, especially on the transitory 
. feature, from our problem here, where people go from one . place to 
anotiier and the whole concenttation has not deireh^ed to anything 
like the d^roe it has in Canada, or youliayen^t got the same situation* 

Now, did you go into the Rovince of Quebec, for example, arid try * . 
to fittd out what they are doing th^e? \ . ^ 

Mr, Frisdman. No; wtf did not go into the Province of Quebec- 
Senator Gbrrt. Because you have got a real probleim there.* 
Mr. Frisdican. On account of the language problem. 
Senator Oerrt. Yes. * ^ 

Mr. Friedman. Th§ ^hog^ people were telling us they were 
replacing jusumany people as. they cowd by women. - 

Senator Gerry. You have got Toronto^ Ontario, and those cities ^ 
where you have got a very strong En^ish tie. They have been in the 
, war much longer. I Uiiiik you have got a slightly 4ifferetit problem 
in Quebec. 

Senator Danaher. Let us see if this is riot the fact: Admiuis*- . 
tratively, the headache wfll be the collector's and the employee's, 
rather than the emplc^er's in the case of the drifters^ , 

.Mr, Friedman. That is r^t. I think that is entirely right in the 
case of drifters. ^ > 

S^tor Pai^her. The employer, in the last analysis^ may havfe 
to make 'more cimputations if he tiuns a riian over 12 tunes a. year * 
tlum if he keeps the same man on the rolls a year. . The reltqm to you 
and the payment to you will be the same in each case, would it not? 

Mr. Friedman. I think th^it is entirehr right. The drifters raise 
more of a problem for the collectors and for the employees in^keeping 
their receipts and putting them together. 

Seriatof Danaher. It is to the' man's self-interest to make certain 
that he has^t tlie receipts, or else he wiH liot be able to get credit for 
the tax that is due^ is not that true? ' i 

Mr. FftiEDMAN. Just with one qualification. Under the pjan as 
prbpMed, if he does not have the receiptiB* he can still get credit for 
thi^ tax, but he cannot get a quick refund if he has overpaid. 

If he has not overpaid/ there is no problCTA. . / 

Senator DanXher. That. is self-pohcing to that extent, anyway* I - 

Mr. Friedman. That is absolutely ri^t.\. : , " 

/ Senator Gerry. Now,^ what happens if he has made a mistake and 
not withheld enou^? ^' 

Mr. Frdbbman. if accidentally he doe& not witlihold enouglu 
nothing will happen. All that will happen wiH b« tha^t the end of 
file year the employee will claim credit for a smaller atnount than 
he should luLve lieen abl6 to eloim credit for, . 

Of . course, if any employer systematicaHy withholds a greatei^ 
iamount than he. should, that would be' a matter for investigation by 
l&e Bticreau and for checking.' ' * - 4 

One of . the gr^t advantages of having the collection at tne source v . 
linked with, a regular income tax instead of haying it entirely sepia*at<v 
^ ia that you have room for that type of adjuistment. If,-fot etomple, 
yotf were collecting at the source^ and that was all there was. tc> it, 
it wo^d be awfully impptiMit to make sin?e.that there wtere absolutely z 
no nustakes whatsoever, because it would be to the detriment of the 
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emplojrec aiid to the detriment oi the Government, but on a sYstam 
like thisy where at the end of the year the employee takes credit for 
the amoimt withheld and pays the rest^ or where he can get a refund 
if too much has been withlieldi minor eiTors do not cause much of a 
serious problem. 

If an employee pays slightly more of his tax in advance than he 
otherwise would, that does not {qxolve any permanent loss upon 
him, that does not involve any pQBrmanent loss to the Federal (xov- 
emment. I thmk that b one of the great virtues of maintainmg the 
coUection-at-the-source system and Unking- it with the r<^^ar income 
tax, because it gives yon a margin for error, it gives you some leeway. 

We can afford to use a simple table, like the one you have seen, 
which is not precise, just bocffetuse it is a prepayment and it is not a 
final liabilitv. . - 

Senator £)anahek. Just curiously, I sometimes do have an idea, 
and I just had one. 

I am wondernig if you c^imot integrate the possibiUty of allowing 
your employee, in case of suspwted excessive withholdSngs, to pur- 
sue his complaint throu^i the State departments of labor and factory 
iii6pe<;ti6ix when available, and just tie in the possibility ^of jitiUzing • 
already* existing machinery where there aic spot checks going on 
constantly, where there are Government and State employees in the 
StaU» and Federal inspection services already, where ^hey have the 
employer's reconls both as to hidividuals and as to^ the totals. 

Mr. FmEDHAN. I think that is an excellent idea. Senator Danfdi^r. 

Senator Danaher. Now, this is a question that you have not 
itovered. Wliat are you goin^ to do with tlie \vife that is working 
and the husband tliat is workmg and each claims the credit? What 
is Uie employer's relation to that particular problem? 

Mr. Frirdman. On the slip which the eitiployee fills out on his 
status, there is a question as to whether his wife is working. If hd 
says his wife is worlcing, the employer gives him only half the exemp- 
tion^ftfFiTlnatfted person whose wife is not working. 

That is why, if you wiU notice, on that table there is a blank there 
for a married person whose spouse is employed. 

In order to prevent injustice in those cases where the spouse may 
work only casually, for example a man's wife may clerk in a store for 
a week during the year; it would not be fair to give the man only half 
the exemption throughout the whole year. 

The form also carries a question whether the spouse receives wi^es 
for r^ular services or for casuid services. If the wife receives wages 
for casual services, the employer will give the husband the full exemj)- 
tion, but if the wife receiv-es wages for r^ular services, the employer 
will give-the husband only half the Exemption. So that, I bdieve that 
problem is taken care of. 

Senator Gerry. Now* supposing the. wife is working tad the hife- 
baild certifies that sho is not, and she is working in one city, and he is 
workiiig in another, and they both claim t-he totid exemption? That 
means you have got to check up on them, the Treasury has got to 
check up on them ; does it not? - 

Mr. Frjedman. Well, the employer, of course, in that case, may I 
point out first, is entirely reUeyed from any ^responsibility. His only 
responsibility is to accept the Employee's statement and put it into 
effect. 
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Of course, the Treasury does have to check it up, just as^ we now ■ ■ ^ 
have to check it up on the information that people put in their annual 
returns once a year* What we would presumably da would be to 
make spot chec& during the year on this type of thing and ha^^he 
fiUl check at the end of the year. I girant you there may be some 
cases of evasion through tliat method, but it is worth noting that 
that problem is not worse under this system than it now is, because 
under the present law if you do not withhold at all it is not until 
nexi January or February or March, when the man files his return, 
|hat you have a chance to check up on him. 

If the husband and wife file wrongly you will havp a chance to 
check up on them at that time. Under this, Senator, you can still *t 
check up on them at that time, but in addition, under this scheme, 
yon ca-n check up on them in advanced - > 

Senator Danaheb. In any event, you vrould divide the credit 
-between tbe^o. 

Mr. FniEDiiAiL-^Senator Gerry was citing the example where the 
husband had made a deliberate misstatement and said his wife was 
not inwkir^ when she really was. Of course, there are very st^v^re 
penalties prejvided for such misstatement. : , 

We would catch up with him eventually; no question about that,, 
because at the end of the next year we would put together his stat^morit 
that' his wife was not working and his wife*s statement that she was 
working, and together with those statements would come the inform- 
atioti from- tlie employers that they were both working. 

Senhtor Gerky. Probably, under that scheme^ they would both 
work under different namesi ' . ; 

Senator Danaher. Yes; and they do right now, as a matter of fact. 

Senator Gebry. They do r^ht now. The only thing is, with the ^ 
ancentive of hi^ wi^fes, and that sort 'of thing, you are much more 
apt to have that sort of evasion attempted. 

Of course, you have the other point that Spiiator Danaher raised, 
if you start che<^king up with the different agctncies. There ypu 
could delay things terrifically, because if a lot of different agencies 
, can go in and have a look at the books, especially in different localities, . 
you are going lo have the employers object to all the time liaving his 
records gone into. 

I think on that point you will probahly-have to haVe one responsible 
A head that does it, likflr the Treasury^ that checks up, otherwise you 
^ would neyer stop haviii^ the books investigated. • 

Mr. Friedman. I thiii there is no question at aH, Senator Gerry, 
but that there is room in this system^as in any system, for some evasion; 

Senator Gerry. Yes. • 

Mr ./Friedman.' But the important thii^, it would seem to us, is 
that there is no additional room for evasion over anid above what there 
is in the present law, and tliere is mubh room for cvasicm under the 
present lawJ If this husbatfd and wife wanted to both a^ume - 
different names and file two income tasc returns, boUi claimii]^ t^ 
marriage exetnption, say the hnsbanct filed as Mr. Jones antl elaimcHl T/ , 
the $1 ,200 exemption and the wife filed as Mrs. Smith and bla£med 
"the $1,200 exemption, jon would still jiiay e the problem of trying' to 
catch them. _ ^ 

So that thoie problems are aU with us now, . 

Senator CiiARk, That is prima facie evidence of fraud. ^ v 



1$4 WlTHHOli>ING 
Mr^ Friedman. . It ceartoin^ 

SiStiator Obrry. It is prima facie evidence of fraud, and the only ; 
question that passed in my mind is, would it be more <]Bffi6idi for the " 
ISreastiry to 6heck up on it?' I doubt it.- ; ' 

-^Nf r. Friedman. It wduld be the same probleto^ I think/ as we have . 
now. ^ '■ ^ ..^ ■; 

^ / Senator Oerrt, I was.just raising the question^ . 

Mr*FRiEDMAN. Yes, sir-^^. ; * . ' - - V , 

Senatdr GsRRT. I tmnk the pVoblem might be the same. Of course 
the only thing I can see, there is.more incentive in/tbis to dait/b^cause : 
ypu>are withholding more. ' * ' ^ ' . ^ 

^fr. Fri^edman. ,But there is no*more incentive with th<( esme t^ 
. ' rate< You ailtimately havie the same incentive^ In fact, I would say 
. the incentive m less. Let me e3q>ltf|h:>w^y I think that. . ^ * 

You come to the end of the yejor with no withholding and you we . 
suddenly faced with the problem of paying a lot of mone^ m tax and 
von dd not have Uiat money, you scratch your head Jarying to figure 
e now to get out of it, and one wav to get out to claim imoire exemption 
* than you ate entitled to. Under this plan you file your report with • ' 
v' * th^ employer at the beginning of the year, in advance^ before you have 
: any problem of paying the entire witbholding. ' The monW is g^ing 
' ♦ to be withheld, they are going to jmy it in smaui^ 
. : " Yoft know your employer J» going to be awfully annoyed at you if 
\ you file erroneous information and helSnds but about it, not because it 
\ :is his business to check up on it„ but lie is hot goibg to trust an eni-; 
V ployee who gives hipa wrong information. lor any purpose. I think 
y it is more likely, for tlioscf reasons, thfttyou will get correct informlition 
y on this exemption certificate than ;jrou will ait tro end of the*year,wben 
.^you suddenly come up against the 'problem of paying the income tax, 
and when you are deahng with the impersonal Federal 43ovemment " 
-andnot the employer> , ' . ^ 

i,; Senator Gerht. I think, the Goveminent would be more apt- to . 
^ai^h up 'with him, in the long run, with this system. I thijrik there 
[is no question about that. I think you have mi£de a good istimwer on 
vthat. • . • /■ 

'Mr. Friedman. So far as Senator Danaher's point is conceijied, 
^thm*' is oni poiiit that I think ought to be mentioned, and thkt is 
; V that the empfoyer bas no incentive to withhold too much, uhlesah^ 
> * intends actu|tlly to abscond with the money, unleps he intends hot to 
turn over 'to the Federal Treasury the actual amount he has withbdd. 
V \I d6 not: believe we are going -to haVe many people lik^ that, and I 
clo not belieye it m going to be dtfl^u)t to ^tch people lifcs that: . - 
. Senator Danaher. Let me ad^,: in further reply to Senator Qerx^-s 
commeiCt about a surplus of agents haviiig access to bo<^,!^^tha^ iny 
,<M>iiiment was limited to those <^ises of ervasion to which you hiid already 
\ ^;'Teferred, Senator Oernr, alid; second, to tiie ifact^that the unamjploy*- 
': ment compensation officers who are already on-the job undw. existing. - 
* li^ have conipletcAesoid^and, m access to tetords aihd 

do make completofchecks aU the t^m^r t^pnis^Uj^ntl^^^^^ any*.indiyidual 
j^niployee con^It^ed'that w^ an iiiatentiomi withhoMiiig^ of an . 
:^ieXjp©88 from him,' I was simply saying^fty^^^ 

^tecess to lA ai^cm^ dutt k ahreadyon t^e^geai^li^ has ttUQp;|Murv 

tular coinplamt run dowii, that the Trdiafluiy^m^ take^^^^ tib^iilt 
tihs investigation and could nu^e its report; You woidd iiiQ]^ h^ 
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to duplicate it, you woulH not h^ve to duplicate what the GSvemment 
is already paying for, and that is an inspection service that rqns into 
eveiy State. In my State there are at lei^t 1,300 employees in the 
unemployment compensation division alon«. So, ^ou have got a con- 
siderable staff rig^t on the ground, Sei(^tor. ' * 

Most of us overlook the fact that we have got a lot of agencieB' that 
we can utilize. 

Senator Gehry. I think I misunderstood what you had ia^nind. 

Mr. Friedman. I w^ould like to point out in uiat comie(IR>n, one 
; additional thing, and that is that for.ulmdst 2^ miUioii out of the 
2,700,000 employees, you are already diecking on* them. Yoxi get 
almost the same figure® for social security, the basic Vi^e figures 

) which are going, to Be the base of your check are the same essentially, 
H^ith veiy minor differences, imdef this^plan as under social secimty. 
You fliroady have a field staff that is qlvestigating already those 
. exact, same items and in that conilection you have ho really very 

Seat additional problem, becavise ,the' Bureau of Intenlid Revenue 
mdles that, of course. They already have their people out in the 
field cheekily on the social security returns. The same.checic doe« 
for both, except for the accuracy with which the employer computes 
the amount to be 'withheld. Tnat is the. only additicxnal item, and 
that 1 do not think woidd be very serious, a. very serious problem, 
because if the ep;pIoyer does not understate or misstate his wages, 
for social security ta^^es, he is not going to misstate Uie amount he 
withholds for this purpose, because he has just as much an incentive 
. in the one case as m the other. 

Senator Danaher. You will find the wages-and-hours law inspec- 
' tor« an^ the unemployment compensation people have almost always 
• got it at hkhd. i 

Mr. Friedman. One of the things that employers repeatedly 
emphasize, that we had not realized alpng that line, is the extent to 
which they have had to change their reconlsrin order to comply with 
the wagjBs-and-hours law. We have not realized i.he extent to which 
th^ have changed their pay periods to comply with it. . ^ ' 

We have had people who paid semimontUy, and they paid — or 
they changed to pay weekly oir biweekly, because the vfages-and-hours' 
law requiml l^em to pay on a weekly ba^. 

Senator Clark. Of course, tJhat is one of tibe complaints that I get 
moQt frequently from businessmen all over the country, is the diversity 
of forms that they are required to inake out. A fellow wdl say he has 
'alrMdy had tKe necessaiy mformation set up on his books by his own 
accountants and his own auditor, and then the O. P. A. will come along 
and require him to set up tlie same information on an entirely different^ 
set of forms, or the W. B. will require him to set up the sato<infor^ 
mation on an entirely different set of forms, and the Social Secunty 
will do likewise, and so oiy 

The businessman claimi that is a v6ry great burden on him. In 
many cases, the same info/mation is required by different bureaus to 
be set up on different fotms. ; ^ " 

, Mr. Friedmak. I -think they have a very . fundamental- complaint 
on; that score. We require the employer, for example, to make his 
. quarterly reporj on a simple, 1-pag^ form, wWch is identical with tb* 
, first part of the more detailed Social. Security form. In addition lo 
that, the only other form the employer has to deal ^ath is tjiiff fonn on 
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which he raports tiiK amountaof Wi^^ i^^id the a^ouiit of tax^, an^ 
that is refi^ci^ form tli§^ he 1^ to use^V^ ; 

That^aoiag^ipie^ tertiiMt just takes tlBU^ace gt what he is^^iread^r. 
usin^. Sd tEr^iid^u^ fonh we cure. inlroducinjg/kito tiiis is , 

the^)ilbipley 1-p^e mxJa^^Om ^ 

inator DAmHEB* You dp iQOt mean re^issiohy^u^raean remitr ' 
tau<&, don'-t you? \. . - ■ 

Mr, Friedman. You are rights yis; I* mean the'^emittance of * 

That is the oinlj addition^lJoiTb, and that is-pn^cticaUy 
.the lop part is, wfth the SoeiSh^garity form. \ / 

II note the objection that there is additijsmil jrark invol/i*L^ and j 
that was the-- actual dcductiqa of thje amounir^ai^ week mm the 
employoe's pay. • Now, it is worth em{>ha|izing in that r^peb^ that, 
that too, entirely a^dc from Social ^eeun^ n^w op^tion, ^: 

We asTc the einpfoyer in et<jfy:case how* many deductions he is now . 
making from his pav. ^ ^ • * ; / 

We, found 1 enapioyer who is making dver 20 deductions frojBOii^^e;^ 
^a2;^ecks. The average nuqiber of deductions runs about 8 or ^9. ' . 
Eaul, What were ^«ne of those other deductions? 




Mic^Ilw^^^ were^ of course, Social Security and War 

*Bon^ Che^Wo ^at practicaUy •eveiyborfyTiadl'^ Union 'dues are 
very wid^ijpead. * Advan<;es for vacations and for sicknc^ an ibsur- 
^ ance scheine* th^t th4? plant had for perhaps medical insurance .or 
hospital insurance, Red Cross, Community Ohest, a d&uction for 
. . badgi^ fee^, the acrounf that they paid for the iiadge^ a deduction in 
one ca^, remanber, for passes that the firm s6ld to the/emplbyees. 
J>ecaus^ it'.whs a type of wor^J|i wioch they iiecd pspecial kind of 
glass, ^ /.j - / ' ^- : ~ >^ " • < 

* Senator Ana A reU . 
' Mr - FwfeDMAN. Yes, a retirmient^fund deduction; a deduction, in 
the case of ^ofalanines, for. example, for ^oods bought at the compafiy^s * 
; 'store, and in some places for rent in company iibuses. I. cahoot 
.remember yery many of the others, but we were just amazed >t tfae> '^ 
.number.. . • - - . " 

! We would say to an employer, when we-fii^t stai-tedj-^Now, you ' 
. have 1 or 2'^ther deductions/! and he wcmld start listing themr, an4 . 
lo and behold, there^would ^ .10 w-l2.^ The probl^ ,of deductions . 
is not a' new problem for the ^Biplbyers, They know how to do. it. 
Senajtor, Dana'heb. Ohe of the leading offi«ialft of the Aineiriean / 
: federation o£ Labor sitting fiekt to me/at^iniier not long ago told 
^^^T^e that m one of the laigpst plants in a New Bingland Ste(^ which 
'/he has had occasion Co investigate, tliejai^estsin^ payment in; cash: *^ 
yas $5.74, all the bidaqpe having been fawceri out of the employee V 
piiy checks by way of deductioi^ on one^ or another of th^ ba^ 
, you inenti^ned. $5J|! v ? 

Mr. Paul. There might b^ garnishee orders in: soine of these cases. - , 
Mr/ Friedma^. We never heard an employer men^ 
orders, I inight say. . ^ 

. i tlu^: tmt about covers 4hi| pro^ emplovers, ayd X 

think it really isuworth emp^^ij|ing th&t it is i^uch«lj^s bad' than it 
looks offhand, because to tbe eJ^tat wM(^ it reiplaces the present ^ 
Work and to the extejit to which il duplicates what he nowJiM- to do, * 
it does not add any ad^itional burden on him. I think ifa^ii^^^^i^^^ 



- V. WllUjIOLDING- TAX \. ^ '\ 137 ' 

• • • ' - f . • •• T - - - • • I 

question but if you tried td 4jitroduce this in 1^25, or* 193^5? even, 
before ^he social security system had gone into effect, it woiidd have 
been a trem^^ndously, greater problem! - | - • ' ' 

• I think the introdhptmn of the social-security deduction was a^ 
^mu*?h greater probleiQ thmi this^.just because you Wore-starting^pome- . 

thing brand new,, you were giving the employer new operaiic^is to 
perform that he liad ne\4^|H&fo^n^d before. Now he is usedlto it, 
he knows holhU» handle/ft, uc has g<Jt the set-up to. handle it/an^t is 
much-le^ scriojis than it would have bei^n if you had not had all the 
experiencK with social security, ^^th union-diies deduptidns, with war- 
bond 4edudtio)is, and* the Kke.' ^ * - . ^ / 

• I think many of the estimates that the employers hail givAi on the 
' extra cost^and the extra machine needs are definitely overastimOTi^s, \ 

simply pecjiuse they had tiot worked out the plan in detaik^ \ 
i As t)4^ have time really to fit th^plan into their opeyatioiis, and 
especially the business-machine companies have timf/ to,;irt>sorb it akd 
to gj^e advice to their dient« about ways to handle it, the extra i«^o^k 
is going to diminish. - ' \ . 

1 know I mysi'lf was in Detroit, ihteryiewiug employers there, anil 
we went to the busttjes^machhie coflapanies, the Elliott Fisher aud 
thci Sundslrand Co.,\he Burroughs Co.^ and the International Business 
Machines Co „ and in the course of our .discussions with them we 
were ablt fo woilc out three, V)r four, or five, or six different things that ^ 
we had never thouglit about before, that would reduce the wprk of - 
. handling this on the different "machines tliese people had, ' 

All the people told us oncctthis thing went info effect, they would 
get their people immi»diately to working 6ut simplifications in mindling 
it, and would immediately advise their clientsabi>ui the simplifications* 
and would help the clients in figuring out ways to piit i^^ou the books. 

That kind of thing that you can foreit^»ll in advahct^ makes a tre- ^ \ 
mendous difference. ' ... - . ' 

.l3e.t fhe giveyou/one example.^ rWe^ visited the Detroit Thnken 
Axle Go. \ri Detroit. They were using^ the International Business' ; 
Machin«*s setup. They figured thoy would nee<l sevei^l additionak?^ 
machines of several expensive ty4>e6, pr multiply -thf^iit macl*^ 
forms, or multiply the books. ' \\lien wr^^^ed to. tbe^^^^ ^ ^ 
who service this outfit, we worked ouMPTtliHhem that would 

eliminatc^e additftmal machin^^^^wid they df looped a very simpk* 
process tlwt, thev could handle on the {Sre^ent machines. Tiie people — - 
at the Detrdi^imken Axle Co. coijld Utot have coliceivably thought 
of that-in advwice, but thev i^ill be informed by thVl. B. M, people 
about the possibility of usuig tliis systc^ili. Their .wtnl for the ma- 
chines, which we included "in our f^UF^s( because tHi*y stated they 
lli^eded them, will be completely wiped oyt. 

I am personally convinced there will be! many eases of that type in 
hrt^e. • ' ^ 

1 would like to p^ss on, if I may, to theidividend part of it. What 
we are requiring of them oiithe di^ridend part of it is not all new. 
As you know, they now liOTeRrfttrnish in|OTmation at the end of the 
year for every person to wnom they have Raid dividends of more than 
$400 a year.*^ .T^^a* covers about 40 percdnt, or something like that, 
of the people to whom they pay dividen<fe. 

But in order to know whether they are going to pay a person more 
than $100 a vear, they have to keep Irackfof a ureat many people, a 
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great many 4norc people than that^ because tfaey do not know imtU tlie 
final dividend is declared and the fiml dividend is paid^ and they do 
-not knou^ because a person may buy more shaTM of stock in t^e mean* 
time, they do not know until the end of the year £o which people they^ 
are going to pay more tiian $10(K In fact, they give reports for 40 ' 
percent^ they keep the records now for perhaps 60 or 70 percent of the 
people, and the records that they would have to keep under this system 
wouki be identical They would have to accumulate the total amount 
of dividends paid, and 5 percent of which to people who were subject 
to the withhold if^ would be withhel<tand tliey would enter that on 
the sahie kind of form that they now use, Form 1099. 

Under our revised procedure they coidd run off a dtiplicate of that 
at the same time that they were making it. Almost all of these people 
make it on'special forms,' on the fa?ifold type of typewriters, and they 
could very easily have a carbon slippecl in. They* could use tbat 
duplicate as a receipt to send to the <lividond recipient and they are 
throUijh with it. TheV 4do not have any extra operation at all 
except^ to send this receipt to the divider.d recipient^ and they can dp 
that by inclosing it either in the last dividend chepk of the year, or 
the first dividend check of the next year, so they do not have the 
suIditicmaHnaiting. ' 

Senator Da XAHKR. Of the next stockholder's letter telliY^ them 
where there is no dividend. 

Mr. Friedman. Yes. 

Mr. Paul. I noticed in this morning's paper the dividend, deduc- 
tions had not- been as serious as had been anticipated. 

Mr. Fmedman. The only other additional work the dividend 
recipient has to do is on these exemption certificates tliat corporate 
owners and individuals with low incomes now file. 

Now, what happens is this: The corporation, or th^aividend i»yer, 
now maintains a diykk^hd record. What he would do is to separate 
that dividend reconrpito two parts, one part for people from whom 
they could receive exemption certificate, bqt that part they would 
do everything exactly as they are now doing, except at tbe end of 
the year they would send us the exemption certificate indicating on 
it the amount of dividends paid, like the information return. 

As for the other part, I have already described it. Their only 
(^xtra piocedure fs to ^ut on 95 percent of the dividends instead of 
100 percent of ^e dividends, and to send the stockholder a receipt 
-ut th^ end of the year, which would be a duplication of the informa- 
tion return they send to us. So the extra work involved is very 
minor. 

Senator Dakaher. Suppose we have an individual with a portfolio 
of 20 stocks, none of which yield $100 per year, and assume an agne- 
gate receipt, let us say, of $1,000, would there be any withholding 
at any stage of the ^^ame from that particular citizen? 

Mr. Friboman. \es. 

Senator Dana her. Where would thut occur? 
Mr. Friedman. I am sorry, I am afraid I did not express myself 
very clearly. . 

This $100 requirement is the present requirement tor the infor- 
mation return. It would be. eliminated in the withholding plan. 
One of the great advantages of the dividend withholding plan is, it 
is possible now for the man to receive $1,000 in dividends from' twenty 
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corporations and yet for us to have no ;ttcord that he receives a cent 
of dividends, because he is not required to report unless he receives 
more than $100 from anv corporation. 

Under this plan we will have a record for every cent he has re<?Hved- 
Thntj I thjnk, is one of the ad vanti^es under this plan in tightening 
up the control on the dividenil angle of it. 

I had not mentioned, in that connection, that the estimates that 
the American Bankers Association made on dividen<is were just 
several times, or many times as large as their actual cdbt, because 
they were making, the system out to be about as complicated as it 
could conceivably be made, while we make it as simple as it -can con- 
ceivably bo made. 

They rec<»ived 5 receipts for each dividend cheek, or 20 recoipts, 
and under our new, modified plan they would have 1 instead of 20, 
and tKat one would be a duplicate of the form t;Jiey now make in a 
^at many caa<»s. So I do not thjnk the amount of extra work 
mvolved in that is at all significant. 

We had an estimate from the American Telephone & Telegraph Co. 
as to their approximate costs. They were the company that -Mr. 
Paul referred to as saying it would cut their costs in half if we substi- 
tntod the annual receipt for the quarterly. recei\>t. Now, I followed 
that estimate up on the basis of the American Bankers Association 
st«temei\t that there were 100,000,000 dividend cfiecks a year, and 
totaled them up for the whole country, and the total for all dividend ' 
pavors was somethir^; in the neighborhood Nof about a billion and a 
half, dollars, and the total amount of tax that would be withheld by 
them was in the neighborhood, in 1943, of abdut $200,000,000 and in 
•1944 of about $400,000,000. - V 

I might add that the A. T, A T. estimate is\an oven^stimate. 
, St*nator Danaher. Now, what would be theVflfect it it was tratled 
in the open market, unless there is a gross withholding? 

Mr. Friedman. Under the nominee system, if a man had stock 
under the nominee he would have 5 percent of gross withheld from 
his dividends, and then the corporation would si^nd to the nominee a 
reci»ipt for the dmount of dividends withheld, just as it now sends the 
information slip for the amount of dividends that had b<»en*paid. 

Tlu* nominee is now requircnl, in onler to dear himself on the books 
from that amount, to break that one information slip down into a 
slip for each actual owner, which he is required to send to the Bun»au 
of Internal Revenue as an information slip. We woflld use exactly 
the sanie procedure, except the broken-down receipt, would he made.^ 
in duplicMe, one copy would go to^the actual owner and one copy to 
the Bureau. ' • \ 

That would bt* the only extra step in particular aside from that 
extra step, that is, making out the dupiicate to send to the actual owner 
so the actual owper would know what has been withheld, thM* is no 
bit of difference between that pjwedure and what wo now do. 

Senator Danaher. Ijet me see if I can pursue that one step further 
and perhaps clear up anv possible doubt on it. 

Suppose. an indivmual citizen goes to a broker and plac^ an orcler 
for 100 sharea of some stock, the withholding tax having adhered 
i^inst the prior owner, how does that new customer, the new buyer, 
stmfer in withholding, or,. in the alternative, how does he ascertain 
that that amount in fact has been withheld so that he buys, as I put 
it earlier, ex-dividend, rfr ex-tax? ' 
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Mr. Frieoma??. There is no problem of ex-tax in that sense, be- 
cause the t4ix is a part of the dividend essentially, and ex-dividend and 
ex-t«x are the same thing. What happens in that case d^irends on 
how these 100 shares of stock were held before. 

If they were held in the name of the actual owner, why, then there 
is no probh^rn, bwausc when the 100 shares of stock arc transferred 
there is an entry made in, the books of the corporation tliat the 100 
shares of stock were transferred. The former individual' is cIoschI off 
on tlie l>ook8. In that case a slip will be sent to him showing the 
amount of dividends paid, the amount of tax withheld, and a duplicate 
of that will go to the Bureau, That is all there is to it. You start a 
fn^li pi^c. 

On the other hand, however, suppose^ the 100 shares was held in the 
broker*s name for the actual owner so the broker got the dividend in 
the first instance, and then passed it on to the actual owner, and suppose 
when it is transfem^d the broker still holds it in his own name as nom- 
inee, the broker is now n^quiriKl to break up the dividends he has 
received into the parts attributable to eacli person, and to send the 
Bureau a statc^ment to that effect. 

He would do the same thing under this proce<lure, (*xcept he would 
send a duplicate of it to each actual owner. So the broker has no 
additional work except to make the forms out in duplicate instead of 
one copy. That is the pri^sent Form 1087, It is the form that Mr. 
Atki*son drew to your att4*ntioii the last time as W-(), 1 think it was. 

So, your whole syst<*m is not changed in the slightest, except for this 
dupUcaU*. 

Finally, let us come to the problem of the Bureau. In the case of 
the Bureau, too, mucli of the work that is required under withliolding 
replaces what they are now doing. 

As Mr. Paul pointe<l out, the Bureau estimated that there would be 
100,000,000 forms of all kinds. As he also pointed out, 75 to 80 
million of thos<^ would be necessary in the absence of witliholding, 
because the Bureau now gets information slips from all employers 
about their employees; it now gets information slips from dividend 
payors about the amount of dividend paid; it now has the problem of 
associating those information slips with the tax returns fued by the 
individuals. 

It. would still have identieally the same problem. The only place 
at that point where thp Buieau*s problem is increasfnl is that you would 
have more of these slips, you would increase the number df slips by 
about 20 or 25 p<went, because instead of having t lie $100 limit of 
<iividends, you wouki have ho limit, and in the case of employees, 
instead of having $500 and $1,200 income the only question would be 
whether tax has been withheld. 

Now, it is not a new kind of thing, it is doing the same kind of thing 
that they are now doing. 

The Bureau now must chcyk employer's records as to wages paid 
for Social Security purposes, it would still have to do that. That is 
not a new job. The only thing that id hew is that in checking them 
it would have to check both'the amount of tax withheld and the w^e, 
so that through this process much of what appe»*s to be extra work 
for the Bureau as well as for the employer«and dividend payor merely 
replaces what those people and agencies now do. 

1 think there is nothing mol'e ojp that score that I neeil to day about 
the Bun*au, except I should say one thing in comi^ete fairness. 
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. There is one extra step that I have not mentioned in the matter of * 
making these returns. ' The getting of these returns into the ^nth- 
holding agencies eaeh quarter is a new step* It is similar to the S6cial 
Security retuam, but there is the' extra amount of money in the handling 
and processing of those returns that is a completely new addition, but 
once agam that, too^ is ihore of the same rather tKan the new opera- 
tion, because it is the same process as they now go throi^h in getting 
Social Security returns in, and they would have to do just a litt^^ more 
than that. But nowhere in this withholding process is there,any thing 
of a new kind with which the Bur(^au hus not had a good deal of 
experrence. / * 

Throu^out, it is a question of doing some more of the same type 
of thing. 

I think that is all I have to say, unless you would like me to go 
into the Canadian situation at any length. 

Senator Clark, Are there any questimis? ' 

Senator Danaher. I have only one other thought on that point. 

In the event of withholding from the owner of stock and no t^xes 
due ultimately, where does he get his refund? 

Mr. Friedman. You thinking df a. corporation or an individual? 

Senator Danaher. I am talking about an individual. 

Mr. Friedman. An individuid will file an income tax return, ami* 
that income tax return will constitute an automatic claim fop refund. 

If he wislies to, he may attach his receipts that he got from the 
corporation, he might attadi his n*ceipts to his income tax form. 
In that case, if his refimd is less than $50, the Bureau will pay it t^ 
him immediately on the evidence of the receipt. If , his return is 
more than $50, the Bureau will have to wait until it has checked 
his receipts with the receipts of the employer, or the corporation, the 
duplicate copy that they have gotten, and then they will pay the 
refund. . 

But the income tax return which he fdes is an automatic claim for 
refund. He does not have to dov anything else. Now, if it was an 
obligor corporation, if it was a corporation and, therefore, exempt, 
it would take the credit on its corporate income tax return. If it 
had a tax due it wouhl offset the credit against the tax. There 
would be no problem. 

If it were a deficit c^irporation ainl ha<l no tax <lue, that would be 
a claim for refund just its in the case of the individual. 

Senatw Danaher. Thank you. 

Mr* Paul. Senator Glark, you sus$:ested earlier in the morning that 
you would like to liear sometning about the Can&dian practice. 

Senator Clark. Yes; we will near you on that briefly, Mr. Fried- 
man, " 

Mr, Friedman. The Canadian tax sounds a lot different from ours, 
in the way it is applied now, but as it works out in the machine and 
pay-roll information, it is the same thing. What the Canadians do 
is to levy a gross tax, with two exceptions. 

That IS, they have, let us'say, 5 percent on the total^wage* The 
first exceptionls that that gross tax <loe8 not apply to anybody whose 
income is below the exemption limit. For a iin&e person, as I remem- 
ber it — and this figure is from my memoiy — it is S660, and for a 
married person it is $1,200. If a man receives less than that, If his 
rate of pay is less than that, they withhold hothi^. If his rate of 
pay is more than that, they M'ithnold 5 percent of tiie gross amount. 
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The second exception is that they allow for tibe number of depeiid- 
ents, and they do that by means of a tax credit. I do not rememWu: 
the amounts. 

Let us say, for example, it is 50 cents of tax per week per depend- 
ent. So, if a man has two dependents, they will take off a dollar from 
the tax as they would otherwise compute it. • 7 

Now, in order to know wheUier he is entitled to a $660 exclusion oir 
a $1 ,200 exclusion, and how much of a dependency credit he is entitled 
to, they have to get from him information on his maritdl and depend- 
ency status^ exactly as provided in our law. There too, if he changes 
his status, he has to notify them and Uicy have to ^ve it effect. 

The computation of the tax, while it sounds differmt, works out 
about the same thing in actual operation as under the ori^al plan as 
we had it in the bill, because they have to make a multiplication in 
order lo get the tax and a subtraction ^to idlow for his dependency 
creflit. TheVnly difference in our bill is that they subti^act first and 
then multiply. The arithmetical operations of tiie process are the 
same, they are only done in, a differenjt order. 

As I say, in tlie interview we made of the employers in Canada, we 
specifically went into the question: Suppose we substituted our tax 
for theirs, what would happen? , 

It would turn out that you Would change the names of certain opera- 
tions and the order in which you would do them, but you would per- 
form exactly the same operation. 

Under our table form, for many employers, with this table, it would 
bo much simpler than what the employers themselves say. However, 
the employers are planning to introduce a new system of collection at 
the source in which they, too, plan to use a table method. 

1 should point out in that connection that the table method is not 
bet ter for all employers, and we propose that it be made optional and 
not compulsory. There are certain types of machines under which the 
actual computation method is simpler than the table method, and we 
proi>oae that those employers be permitted to use that method, and 
that the table method be made optional for those employers for whom 
it is the simpler. 

Tlie C'aTiailians withhold from dividends and registered bond interest 
essentially lh<* same way as we propose. There is no real difference 
there. 

Senator Gekry. Is the Canadian system foascni a bit more on the 
English system? In other words, is not the Government granted 
lai^er powers than we grant the TreMury, on account of our Con- 
stitution, so that it is a board that has greater powers? Tliey do 
have: greater powers in Ehi|dand, I know. 
^ Mr. Friedman. That is true. , 
Senator Okrry. Is the Canadian system the same system? 
Mr. Friedman. That is true in the general tax administration of 
Canada, but as it happens it does not particulariy affect the with- 
holding at source. 

Senator Gerry. It would apply in this way: In the case of appeid 
they woidd go before Uie board and il would have more flexibility- 
Mr. Friedman. I think lhat is true. Altbou^, as I say, whue 
true, it is not a ve^ important element in the collection at source. 
It is an important el^nmt in oUier parts of tiie tax syst^. The 
Canadian collection at source system is entirely different from t^e 
Britishu ^ • 
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' The Britirii qr^tem is a completely dt^^ 

Senator Gerbt. I did not int-cnd to get into that. I was just 
raiting ^t one point: 

Mr. Fbuphak. As I say, as to the British system, every time I 
look at it a^in I am struck with amazement as to how they can do it. 

Senator Ulark. Thank you very much, Mr, Friedman. 

Mr. Paul, coidd you have this statement of yours prepared for the 
full committee? 

Mr. Paul. Certainly. 

Senator Clark. I mean, have enough copies for the full <5om- 
mittee? 
. Mr. Paul. Yes, sir. 
Senator Clark, I am going to have the record printed as soon as 

I CW). 

Mr. Paul, I will have it mimeographed by Monday. 

Sc^nator Danahsr. What do you think of the si^estion of this 
gentleman who wrote to the Wall Street Journal, Mr. Friedman, 
please? ' 

Mn Friedman, Well, the suggestion of this gentleman — I just had 
a chance to look at it, look it over, very briefly here, so I will answor 
off the cuff, as it were — comes down to asking the same thing as we 

Eropose doing, with just one exception, and that one exception is that 
e proposes that people be allowed to credit the amount withheld 
agauist their last year's tax liability. 

Instead of carrying it over until 1944 he propose^r if I underst&nd 
him, Uiat each quarter in 1943, as you pay your 1942 tiuces, you could 
credit the amount withheld against the. tax that was then due. 
' Now, as you may recall, at one stage the Treasury suggested some- 
thins similar to that, on a part-and-part basis, whereby part of his 
withholding could be credited against the past and part into the future, 
but it was fiimlly discarded because it complicated matters very con- 
siderably. In the Bureau's records you would always have to he 
comparii^ 2 different years' returns with the 1 year's withholdii^. 
We nad the problem o^ some people who would take advantage of it 
and some i>eople who would not. 

Finally, if you did it as he su^ested, you would always be left a 
year bemnd, you would never catcii up, becaus<» you would always be 
crediting the current year's withholding i^inst the last year's tax. 
One of the great virtues of the Treasury's plan, that is in the H. R. 
7378 bill, is that it enables you to catch up and get on a current basis. 
Senator Clark. By paying douMe taxes. 

Mr, Friedman. By paj^ii^ double taxes for those people who have 
not accrued their tax liabilities. 

Senator IDanaher. Which means evei^body, practically. 

Mr. Friedman; I should dissent to that and say that I am at least 
a minority of one. •* 

Mr, Paul. I am a minority, too. 

Mr, Friedman. That makes two of us. 

Mr. Path*. Otherwise I would not dare to come down here. 

Senator Danaher. AU right, thank you very much. 

Senator Ci«ark. 'Mr. Paul, it is pretty late. I do not know whether 
you 'want to go into the Ruml plan or not, but if you want to, I know 
the committee will be dad to hear it. 

% . 
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Mr. Pauii* It mlate, 90 1 i»bmk I ou^t io* take thef time to pxd^ 

do not like the plait as well as tibe House bill. Ndw.iI appri©^ 
ciate the criticism yqu have in mind with resp^t to the House liill^ 
that, there is an extra load of 6 percent. That^^ 
only 5 percent the first year,, to l^ten tlMt io,aid and get over -what, we^ 
calf the hump ^ easily as possible. y \ ' * 

: The House bill means that the taxpayer having a tax UabSity at 
the rate of 19 percent would have, in that particular next year, a tax 
liaoility of 24 percent. However, we think instead of it being: a defect 
it is, in many ^pects, a virtue, because itw31, in this firslr year, have 
a substantial anti«-inflationary effect, and we do not think that the 
hardship wilt be tpo great, particulariy if before the bill is passed 
certain provisions are included to take tmre of unusually difficult 
aiid haran cases. * . . 

However, going, to the Rund plan itself, it steals \6 us thiat the 
plan itself accomplishes one objective which makes it commendable, 
apd thajb objective is it gets taxpayers to a certain d^ree on a cuii^nt 
basis, but not entirely. I say, "not entirely'/ because under the 
Ruml plan you are always fac^ with the problem of an additionid 
tax the following year, because the year in which^you^pay your esti- 
mated tax has a waller income than the subseqi^nt year. 

So, in a sense, the Ruml plan really has the same effect that H. R« 
. 7378 has. 

Our basic thought in connection with the Ruml plan, if it is adopted 
is, therefore, that it is very essential that it be lii^ed or coupled with 
< collection at the source at a very substantial rate. The reason we 
, suggest that is biH^ause if you do not do tliat,* if you take the original, 
unamended Ruinl plan you do not accomplish another importaiit 
objective, that is, the synchronization of tax paymmts with the 
receipt of income. 

It seems to us that, from the point of view of an adequate aiid 
flexible fiscal policy for wartime, that is a very serious defect in the 
.Ruml plan which can be largely cured by coupling with. collection 
at the source with the original Ruml plan, and I understand Mr^ 
Ruml liad no objection to it. ' * 

Senator Claiik. It was not included in the original Ruml plui.as 
he presented it to^the committee, but it was iruuuded in the state- 
• liient he accompani^ with it. ^ * 

Mr. Paul. He did not originidly recommend that but, as I under^ 
stood hv& testimony the other day, he had no objection, and I ttiink 
was inclined to favor it^ , 

Now, the other broi^ aspect of the Ruml plan to which we object 
is applying it in an unlimited way. We si^ested in the m0morana\im 
whi<»i^ is made a part of the record in these mibcommittoe hearings, 
page 61, a modification of the plan. 

That modification b given at pag^ 65. We suggest two t^pes of 
niodification: One is to cancel the W4^l or 194? liabiUties, whichoyit^r 
are smaller, or Uiati tibe forgiveness cancelaticm of the tax tfabe 
plan be limited to the normal tax plus the first bracket rate of surtax* 
. OtW types of modification cou^ be adopted One peitK>ii su|t- 
i^ted to me a modificatioii involviiig foi^vehess to taiqpayers havibg 
mcomes of not more than SIO^OOO, but no f wgivenaas p3^ 
with hicomes greater than $10,000. Qur suggestion or modtnejatid^^^ 
is more-generous than that. ' .-r^^^' ' '■'■■^.■V' 

■ ■ ^ ' 
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For instance, if tou forgave at the 1941 rate, 4 percent nomutl 
tax plus 6 percent first bracket of surtax, that is, 10 percent. A man 
haVmg an income of $500>000 would thereby, under our modification, 
get a cancelation of tax liability of approximately $50,000, which 
would be very substantial. There wowd still remain a very sub- 
stantial tax on an mcome of $500,000, and that we would suggest be 
spread as to payments over a reasonable period, say, 2 years. 

Those are the two things we want to emphasize most There are 
a lot of more minor aspects of the problem, but the two things we 
consider most important are, first, the coupling of the Ruml plan 
with collection at the source at a very drastic rate, say 20 percent. 
The 19 percent is the total in the House bill of the normal tax and 
first bracket of surtax. 

Of course, that would be an awkward figure for withholding. 

Senator Dakaher. Would you take, for example, ^figure of income, 
annual income other than $500,000? I onlv know a couple of fellows 
that get that, I would like you to bring it down on an income like 
$20,000. 

Mr. Paul. Lot us take a small one, something like $5,000, and 
one at $20,000. 

While Mr. Fri«Klman is computing that, I would like to bring out 
the other point, the other basic point, which is that we think a limi- 
tation should be put on the amounfof tax foigiven. 

First, the Ruml plan should he linked \nth collection at the source, 
and Mr, Ruml agrees with that ; JK»oond, there should he a limitation 
on the amount of tax forgiveness. • . 

As we pointwl out the other day, that means you wouhl, in practical 
effect, forgive the entire tax of 80 to 90 percent of the taxpayers. 
The only tax which would not be forgiven would be tlie limited re- 
maining group, which limit eH remaining git>up is in a position finan- 
cially to pay taxes and, generally speaking, do(»j; not need the Ruml 
plan" 

Senator Ci.ark, Of c^uiw, you woidd defeat the primary purpose, 
^ whicii is to got the greatest amount of tax returns. 

Mi\ Paul. You would defeat it as to only a small segment of tho 
taxpaying groitn, and that is a s<»gment which docs not ne<Hl the 
benefit of the plan. 

There is one thing you do aeeomplish under our modification, that 
is, vou rnablr corporations to get rid quickly, before, say 2 or 3 years, 
of the high-priced (executives who are not worth the money that has 
l>een paid to them. They admit that. 

Mr. Friedman. For a $20,000 income for a married man with no 
dependents, his "1942 tax, under the existing rates, which would 
apply to 1942. would l>e $4,614. The amount he would be forgiven 
^ouki \yc $1 ,794. Tliat is for a $20,000 man. That would leave him 
witb $2,820 to spretui over 2 years to pay. 

For a $5,000 man I will have the figure in just a second- 

Mn Paul. While he is getting the figure for the %hfiOQ man, V 
might add pne wwd, which I think is important: If you do not link 
coliectioh at the source with the Ruml plan particularly you have, in 
our opinion, some inflationaty effect. 

You aregoing to release certain sums of money into the purchasing 
sU-eam. The reason 1 say that is because while I agree that most 
small taxpayers have not accrued,, in any technttal sense, their taxes, 
while Tagrce that only thq rare taxpayer, like Mr. Friedman, id in 
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tlie mitiority , I still think Uiat a godd many people have aocomjpHdi^ 
a flort of informal mental accraal, and that Uiey will feel that t^ey ara 
relieved of this liability, that they tsan spend money whidi otherwise 
thev would not feel free to spend. 

Therefore, I f edi somd^ow diere will be some psychological rdetee 
of spending power which would not be true otherwise. 

Senator Gjsrby. Don't they have tq buy more bonds then? 

Mr, Paul, Some will and some will not. I think you will find cer- 
tain people were holding bacA: on purchasii^. and will feel relieved, 
. some win buy bonds, as you surest, arid others will say, "Now I 
^ can buy the cherished article that I felt I mi^t go without/' 

Senator Clark. Mr, Friedman, the other day you had three calcu- 
lations on withholding, and Mr. Ruml suggested you make anoUier 
one on the Ruml plan in connection with the withholding taxes: 
Did you do that? • • ' 

Mr, Friedman, I did it the other. day,* but I do not have it here, L 
am sorry . 

Sonator Clark. I Would like to have that information. 

Mr. Friedman. I have the examtrfe for the $5,000 man ready. 

A married person with no dependents, his total liability at existing 
rates would be $375, he would have $330 foi^ven, leavii^ hka $45 
to pa;y over 2 years. In this case a married man with no dependents 
having an income of $3,500, he woufd have everything forgiven mkI 
^then up to $5,000 he only has a balance of $45 that he has to pay in 
2 years. 

Senator Clauk. Mr. Paul, what would you say as to Senator John* 
son's plan, from an administrative standpoint, of collecting Uie tax 
monthlv? , 

Mr. Paul. That would be a worse headache, even the Commis- 
sioner admits. In fact, I settled with the Commissioner at one time 
on collection at the source if we did not have monthly payments. 
In other wonis, the Commissioner just shudders when anybody 
mentions the idea of monthly payments. ^ 

It is apparently very difficult from the administrative standpoint. 

We luid contemplated at one time in the Ways and -Meuns Com^ 
mittee a somewhat more elaborate method of getting over the huQip, 
which we replaci*d by this reduction of the rate of withholding fit>m 
10 to 5 p<»rceut. At that time, we had several conferences with the 
Commissioner, and he agn^ that that woiUd not be much preferistble 
to the other more elaborate scheme we had contemplated. 

At tiiat time, somebody had suggested this idea of mon^thly pay- 
ments and Jthe Commissioner said, "I will be*glad to tiJce this 5 per- 
<!ent if j^ou can get rid of this monthly payment idea." * 

One point I hojpe you keejp in mind is the fact that 1941 was* a big- 
inoMne year. There .was a big war income in 1941, and there is a 
good deal of inequity in foi^giving a tax on that income. Ytfu will 
notice, in our modification set forth in ihm record, that we- suggested 
the foi^giveness in 1942 rather than in 194L ^ 

Senator Danaheb. May I ask you a question there?. 

Is not the 1941 income the tax we are just paying? 

Mr. Paul. That is right. That is the one Mn Ruml proposed to 
forgive. 

Senator Clark. Mr Ruml proposed to ti^e the payment made in 
1942 based on the 1941 income, and credit it to the 1942 income. ^ 
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